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EXECUTIVE SUMMARY

After thirteen years of growing and sustained U.S. assistance to
Bulgaria totaling over USD 430 million, this document presents a
framework for graduation from U.S. assistance and lays groundwork
for a post-graduation relationship between the U.S. and Bulgaria
that serves as a strategic partnership in the region and strengthens
the worldwide anti-terrorist alliance. USAID efforts were driven by
our vision of Bulgaria as a country with a more energetic society, i.e.
increased NGO advocacy, more jobs, more optimism, more widely
shared economic gains, and stronger and more reliable international
partnerships. USAID/Bulgaria believes that by the time USG
programs end, Bulgaria will be securely grounded on a sustainable
path toward democratic governance at all levels and its successful
market economy will be better integrated in the international
markets.

The strategy clearly supports the U.S. foreign policy interests in
Bulgaria and the five top priority strategic goals comprising the
overall U.S. strategy for Bulgaria, as defined in the FY 2005 Mission
Performance Plan: Counter-terrorism; Regional Stability; Rule of
Law; Economic Development; Democratic Institutions and Human
Rights. Achievement of these goals will ensure that Bulgaria remains
a dependable ally and continues to play a stabilizing role in this
region. The strategy is based on a comprehensive analysis of the
assistance environment in Bulgaria focusing on achievements to
date and the remaining challenges faced by the country in the near-
term. Itoutlines the priorities and major areas of donor involvement
and addresses the importance of the donor coordination process.

The Mission summarizes some of its major achievements to date
and the legacies that we will leave behind. On its graduation path,
USAID/Bulgaria will continue to build upon the comparative
advantages identified during the years, while at the same time
looking for other efficient mechanisms to preserve its current
investments and guarantee the success of other major initiatives.
USAID’s comparative advantages are: long-term strategic approach;
flexibility and immediate responsiveness; and a partnership
approach to providing assistance.

USAID/Bulgaria defines graduation as the point at which Bulgaria
has achieved a level of development, measured by Mission graduation
targets, after which the country will be able to continue its path
toward democracy and open markets without the need for USAID
assistance. A fundamental assumption of the Mission is that the
funding levels requested for the strategy, will be available through
FY 2006. During this period programs will start phasing out and

USAID'’s Vision of Bulgaria:
A country with a more energetic
society, i.e. increased NGO
advocacy, more jobs, more
optimism, more widely shared
economic gains, and stronger and
more reliable international
partnerships.

Graduation Goal:

Bulgaria will be securely grounded
on a sustainable path toward
democratic governance at all levels
and its successful market economy
will be better integrated in the
international markets.

U.S. Foreign Policy Interests:
Counter-Terrorism

Regional Stability

Rule of Law

Economic Development
Democratic Institutions

and Human Rights

vVVvVvyy
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Comparative Advantages

» Long-term strategic approach

> Flexibility and immediate
responsiveness

> Partnership approach

Activity Criteria

U.S. national interests
Mission objectives
Substantial impact
Efficiency
Sustainability
Interagency coordination
Consolidation of reform
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the Mission will close soon after that. USAID/Bulgaria anticipates
that by 2007 the country will have reached most of its graduation
targets. For that reason, this document builds upon the notion of
an overlap between a well thought-out transition to a graduation
strategy and an efficient and effective exit strategy.

During the transition period (2003-2006) the Mission will consolidate
activities, achieve the highest impact possible, and ensure
sustainability of USAID's legacies in Bulgaria. By early FY 2005,
we will articulate post-presence opportunities and ensure their
continuation.

Guiding Principles: Given the limited timeframe and diminishing
resources, we will implement activities so that working with the
Government and other partners, we achieve the greatest impact.
The guiding principles of our approach are:

(a) Apply criteria, to compare and contrast across the program
portfolio and to streamline the activity phase-out decision-making
process: USAID/Bulgaria believes that focus should be on
activities that best comply with the following list of criteria:

v" Meet the mission priorities in support of U.S. national
interests and Mission objectives;

v" Promote the accomplishment of U.S. Mission
responsibilities;

v' Substantial impact - Make a difference in Bulgaria and
are recognized by recipients and others as important to
Bulgaria;

v Efficient - Minimum overhead expense with the most
direct impact possible. Achieves specific outcomes and
contains achievable conditions;

v Sustainable - Will leave behind a positive legacy or is
structurally sustainable after USAID funding ends;

v' USAID/Bulgaria will also keep an eye on two additional
and complementary criteria as part of its decision-making
during graduation. (e.g., interagency coordination, level of
consolidation of reform)

(b) Maximize linkages among sectors to increase prospects for
synergy and cooperation;

(c) Focus on legacies as a major vehicle for achieving
sustainability;

(d) Incorporating values and partnership approach;
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(e) Define conditionalities that would streamline GOB's contri-
bution to USG assistance programs;

(f) Apply the new Millennium Challenge Account partnership
approach to Bulgaria.

Strategic Choices: Mission strategic choices for the graduation period
were based on the results of the analyses and consultations conducted
during the past two years, as well as on the outcomes of the assistance
review in December 2002. In the process of decision-making, it was
extremely important for USAID to be able to use the achievements
of already graduated Central European and Baltic countries as
benchmarks while defining Bulgaria’'s strategic priorities. The
outcomes of the assistance review were: (a) Bulgaria’'s graduation
date would be after 2007, with the end of funding in FY 2006 in
order to continue to generate tangible benefits and to protect U.S.
investments to date; (b) top priorities will be: Rule of law and law
enforcement; Economic development and promotion of private sector-
led growth; and Local government reform

In order to address these priorities, which coincide with the major
reform efforts of the Government, USAID/Bulgaria has carefully
reconsidered its portfolio, repackaged current strategic objectives,
and ended up formulating three strategic and one program support
objectives:

SO 2.2 Enhanced Rule of Law will be the centerpiece of our
graduation strategy. Viable reforms in the Bulgarian rule of law
environment require a continued multi-year effort to render a viable
operational framework and to realize the substantial international
investment in this area. We believe that packaging the judicial
reform, anti-corruption activities, and law enforcement mechanisms
in one strategic objective provides an opportunity for better
coordination and collaboration among different players and will
achieve better and faster results. Reforming each of these sub-sectors
will constitute intermediate results in the new SO. The judicial
program will address the lack of institutional capacity to apply the
law equally and swiftly through training of legal professionals, the
formulation of a code of ethics for judges and technical assistance in
administration of justice. The anti-corruption program will work to
decrease public tolerance of corruption and reduce opportunities for
corruption in selected executive branch institutions, creating models
for replication. The Department of Justice and US Treasury will
address law enforcement aspects by focusing on deficiencies of the
prosecution and investigation, organized crime, and financial crimes.
All three major branches of the SO will be complemented by
legislative changes that support a more effective rule of law.

Graduation Date:
After 2007

Funding available
through FY 2006
at $28 million a year

Top priorities

> Rule of Law & Law Enforcement
> Economic Development
> Local Government Reform

Strategic Objectives

» SO 2.2 Enhanced Rule of Law

» SO 1.3 Economic Growth and
Increased Peosperity

> SO0 2.3 Local Governance More
Effective and Accountable

» SO 4.2 Program Support
Objective



- USAID/Bulgaria Graduation Strategy 2003-2007

SO 1.3 Economic Growth and Increased Prosperity consolidates the
important work that the Mission has been doing in support of
economic restructuring and growth. USAID will continue to address
four major areas: 1) the business enabling environment, 2) job
creation through strengthening the private sector, 3) access to
financial resources; and 4) the agricultural sector. Streamlined
business laws and regulations including the existence of a reliable
and autonomous energy regulator, rational and consistent public
sector policy, and effective enforcement of contracts are essential
characteristics of a business friendly environment. These efforts
will be closely coordinated with the work done under the rule of law
objective. Agriculture will continue to be a special focus of the
assistance program, given its importance for Bulgaria’'s economy.
As part of the enabling environment, USAID will continue to assist
the government to implement and consolidate the pension and health
reforms and to plan and implement forward-looking economic
reforms in the areas of small and medium enterprise growth,
competitiveness enhancement and foreign direct investment. By
continuing its support to strengthening the capacities of the private
sector and particularly the small and medium enterprises, the
Mission strives to promote growth and job creation in a sustainable
manner. Efficiency of the labor market in Bulgaria will be addressed
as a way to significantly reduce the skills mismatch between the
supply of and demand for workers. Availability and accessibility of
commercial credit will continue to be a priority for the Mission.

SO 2.3 Local Governance More Effective and Accountable will
continue to build upon USAID's unique investment in the sector,
while at the same time broadening its involvement to closely tie our
assistance to community building issues. USAID will make a major
effort to leave local governments with an enhanced level of autonomy
vis-a-vis their responsibilities, the ways and means by which they
exercise their responsibilities and availability of resources to fulfill
them. Our major tasks will focus on necessary decentralization
legislation and efforts to institutionalize a mechanism for
maintaining dialog between central and local government on on-
going reforms and intergovernmental relations. This effort will be
complemented by innovative public-private partnerships for the
provision of social services and the programs to promote inclusion
of vulnerable groups in selected municipalities. Conflict prevention
and ethnic integration issues will be addressed primarily at the
community level, guided and supported by the national strategy
that will be developed with USAID assistance. USAID’s programs
will especially target ethnic minorities, vulnerable groups and
communities, and youth. We will approach the issues of trafficking
in persons at both central and local levels, with primary focus on
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building public awareness and the capacity of municipal level
institutions to address the problem.

SO 4.2 Program Support Objective: Based on previous successful
experience with SOs dealing with crosscutting and/or special
initiatives, the Mission decided to have a separate strategic objective
including all activities that provide significant added-value to the
whole portfolio and contribute to the achievement of measurable
results. This objective will also incorporate time-limited programs
addressing extraordinary requirements for assistance.

Roads Not Taken: In arriving at these strategic choices, particularly
in light of a projected decline in program resources, USAID
confronted many hard choices. Inorder to devote sufficient resources
and staff effort to those areas that are crucial to the reform process
in Bulgaria, many important and successful programs undertaken
in the past will not continue into the next strategy period.

One of the most difficult decisions resulted in eliminating the social
SO, which we included in the initial versions of the strategy.
Although Bulgaria’s social indicators are extremely disturbing,
addressing the issues would have required substantial resources
and longer involvement by USAID. Nevertheless, realizing the
importance of the social concerns, the Mission has tried to preserve
its investment in key areas like pension and health reform, ethnic
integration, and social welfare. Although not coherently structured
as a separate strategic objective, USAID/Bulgaria will address these
issues in the out years, if pledged funding for the country remains
available. The Mission has integrated the social type programs
within the three major strategic priorities. However, lack of
appropriate level of resources would result in quick phasing out of
these activities.

Graduation Plan Timeframe: The year 2006 marks the end of USAID
funding in Bulgaria. The majority of the Mission’s activities will
receive funding in 2006 and have carry-over funds in 2007 to finish
on-going activities. USAID believes that this will best protect USG
investments to date. However, some activities will begin to phase
out sooner, especially under SO 1.3 (Economic Growth and Increased
Prosperity). Most of the programs contributing to improved business
climate and job creation will end in 2006, with some phasing out as
early as the second quarter of 2004. Program Support Objectives
also begin to phase out in 2004. In the local governance area, most
activities will continue through 2007, with community level
involvement phasing out in 2006. The majority of rule of law
programs will continue through 2007.




- USAID/Bulgaria Graduation Strategy 2003-2007

Graduation Targets: USAID/Bulgaria has set the following
ambitious program-level targets for graduation. These will
confirm the “story” of the work and legacies of this Mission after
2007.

v Unemployment rate (16 percent in 2003; 13 percent in 2006)

v" Private Sector Share of GDP (70 percent in 2003; 80 percent
in 2006)

v GDP per capita as percent of EU average (33 percent in 2003;
46 percent in 2006)

v Transparency International Anti-Corruption Index (4.0 in
2002; 5.0 in 2007)

v" Judicial Performance Index (3.5 in 2002; 4.75 in 2007)

v' Total Municipalities Revenue per Capita BGN 255 in 2003;
BGN 280 in 2007)

v HIV/AIDS (Keep the cumulative prevalence rate within its
current range of 419 cases)

v’ Ethnic integration (Increased tolerance towards the Roma
minority)

v' Global Competitiveness Index (62 place in 2002; 40
anticipated in 2007)

Resource Requirements: Annual funding levels reflect the conclusion
of Bulgaria’s Assistance Review in December 2002 that steady SEED
funding through FY 2006 at $28 million/year will maximize the
likelihood of achieving Bulgaria's reforms and hasten EU accession.
USAID/Bulgaria will rely on the pledged resources to complete the
necessary economic reforms, move enough forward the reforms in
the rule of law and local governance sectors and graduate from
bilateral assistance after 2007. Any remaining needs for assistance
could be met through the use of post-presence mechanisms funded
through the regional program.

If resources declined significantly before FY 2005 and/or were
sharply curtailed before FY 2006, the Mission would have no
choice but to phase out assistance in declining order of strategic
priorities. However, if Bulgaria gets rewarded for its tentative
role in Iraq reconstruction, USAID/Bulgaria has the management
capacity to absorb the additional resources that might flow into
the country. These would allow the Mission to strengthen certain
programmatic components of its portfolio and be more responsive
to the needs of GOB.
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PART I: SUMMARY ANALYSIS OF THE
ASSISTANCE ENVIRONMENT AND
RATIONALE FOR STRATEGIC CHOICES

A. Introduction

This document lays out the strategy for working towards graduation
of Bulgaria from USAID funding. Efforts were driven by our vision
of Bulgaria as a country with a more energetic society, i.e. increased
NGO advocacy, more jobs, more optimism, more widely shared
economic gains, and stronger and more reliable international
partnerships. While this might be an ambitious statement to be
achieved within the limited time frame of this strategy, it definitely
paves the way for the country to achieve this desired status. On the
more pragmatic side, we believe that by the time USG programs
end, Bulgaria will be securely grounded on a sustainable path toward
democratic governance at all levels and its successful market
economy will be better integrated in the international markets.

This strategy moves the country toward graduation and a post-
graduation relationship between the U.S. and Bulgaria that serves
as a strategic partnership in the region and strengthens the
worldwide anti-terrorist alliance.

The graduation plan comes as a result of the Mission’s efforts, in
close collaboration with the Embassy, development partners, and
stakeholders, to develop a realistic and flexible document that will
provide Bulgaria with the most appropriate, demand-driven and
timely assistance, while aiming at sustainable development and long-
lasting partnerships. The document builds upon the draft strategy
developed by USAID in FY 2002. However, the document reflects
the direct outcomes of the interagency review of USG assistance
program to Bulgaria conducted in mid-December 2002 in
Washington. The discussion at the review resulted in agreed upon
assistance priorities, a time frame and funding levels for SEED
programs.

The Mission has reconsidered priorities and processes and
repackaged and refocused its strategic objectives to more adequately
address the needs of the country. The current strategic framework
and approach to graduation sets forth the final stage of assistance
to Bulgaria that will achieve the USG's overall objectives. USAID
expects that with Bulgaria’s graduation from USG assistance after
2007, the United States will be leaving, as one of its many legacies,
a reliable partner in the Balkans.

USAID'’s Vision

Bulgaria will be a country with
> A more energetic society,

» Economic gains shared by
more people across the society,
> Allied with US, NATO and EU

Graduation Goal

Bulgaria will be securely grounded
on a sustainable path toward:

» Democratic governance at all
levels and

> Successful market economy
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U.S. Priority Interests

» Continued support for the war
on terrorism
» Enhanced regional stability

U.S. Priority Strategic Goals

Counter-terrorism

Regional Stability

Rule of Law

Economic Development
Democratic Institutions and
Human Rights

vVVvVvyy

B. The Assistance Environment in Bulgaria

1. U.S. Foreign Policy Interests in Bulgaria

A Europe-whole, free and at peace—remains the overriding U.S.
interest in the region of South Central Europe. Throughout the
region, the U.S. supports continued peace and stability, ethnic
reconciliation, neighborly relations among states, development of
market-based economies, and integration into the Euro-Atlantic
institutions.

The United States has two priority interests in Bulgaria: (1)
continuing support for the war on terrorism, and (2) enhanced regional
stability. In this context, Bulgaria has demonstrated repeatedly
that it is a staunch friend of the U.S., a strong supporter of the war
on terrorism and a reliable partner in a conflict-ridden region. Both
prior to and following the 2002 Prague Summit invitation to join
NATO, Bulgaria has been acting as a de facto ally of the Alliance. It
supported the U.S. and NATO during the Kosovo conflict, has been
a reliable partner of the U.S. during its term as a non-permanent
member of the UN Security Council, and has actively supported the
Global War on Terror. Militarily, Bulgaria contributes troops to
multinational peacekeeping efforts (such as SFOR, KFOR, and the
international force in Afghanistan) and granted unrestricted over
flight rights and hosted U.S. refueling aircraft during Operation
Enduring Freedom. And, currently Bulgaria is providing air bases
and other assistance as part of the “Coalition of the Willing” during
Operation Iragi Freedom.

The United States’ overarching goals are to ensure that Bulgaria
remains a dependable ally and continues to play a stabilizing role in
the region. Five top priority strategic goals comprise the overall
U.S. strategy in Bulgaria:

1) Counter-terrorism. Bulgaria is located at a strategically
important crossroads connecting Europe with the Middle East
and Central Asia. As such, itis a natural route for trafficking in
persons, narcotics and other contraband. Insofar as these regions
are a source of threats — drugs, arms, terrorists —moving towards
Western Europe and the U.S., itis vitally important for the U.S.
to ensure that Bulgaria is pro-U.S., democratic, economically
successful, and willing and able to control its own borders.

2) Regional Stability. In this, Bulgaria will act as a fully capable
NATO partner. The U.S. has a particular interest in ensuring
that Bulgaria, as a neighbor to areas of recent conflict, continues
to “export stability” to other parts of the region.



USAID/Bulgaria Graduation Strategy 2003-2007 -

3) Rule of Law. Judicial Reform, Anti-Organized Crime and
Corruption Measures. Inadequate consolidation of the rule of
law, stemming from weak judicial institutions and high levels of
crime, and widespread perceptions of corruption, represents the
greatest threat to Bulgaria’s political stability and Euro-Atlantic
integration.

4) Economic Development. Job Creation. Low wages and high
unemployment, exacerbated by corruption, cronyism, and
mismanagement threaten to breed political and social tension
and generate increased criminal activity. Therefore, the
development of a competitive and thriving market economy will
increase prosperity, encourage regional cooperation, and enhance
stability.

5) Democratic Institutions and Human Rights. A strong demo
cratic system, under-girded by effective local institutions and a
multi-ethnic community, is a pre-condition for long-term
political stability.

2. Democratic Reform

Thirteen years after the beginning of the country’s democratic history,
Bulgaria has become a major factor of stability on the Balkans. Fair,
orderly, and well-organized elections have achieved each cabinet
change. Though still relatively young in its progress towards
establishing institutions mature enough to advance Western values,
Bulgaria has managed to produce a viable parliamentary democracy,
a relatively stable multi-party system, and a regional model of ethnic
tolerance. As abarometer of these positive developments, Freedom
House’s Nations in Transit 2002 Index has ranked Bulgaria ninth
out of the 27 transition countries in democratization progress, just
behind the Northern European states and on a par with Croatia.

Broad political and societal consensus exists regarding the
cornerstones of Bulgaria’'s foreign policy, i.e., accession to NATO
and the European Union. The Bulgarian government assumed a
reformist course after the major economic collapse of 1996-1997.
The EU rewarded its efforts a couple of years later when it invited
the country to enter accession negotiations. Since then, Bulgaria
has made considerable progress in preparation for EU membership.
Most recently, the EU has provided Bulgaria with a detailed
Accession Roadmap outlining the remaining steps for meeting the
target accession date of 2007. Certain delays, however, can be
expected due to anticipated difficulties with the first wave of
expansion. Conversely, NATO membership seems much more likely
in the near future, especially following the invitation extended to
Bulgaria to join the Alliance at the NATO Prague Summit in
November 2002.

Democratic Reform:
Achievements To Date

>

YV vVvVv VvVvy

Viable parliamentary
democracy

Stable multiparty system
Regional factor of stability
Consensus on EU and NATO
accession

Growing role of civil society
Independent private media
Strategy for Reform of the
Judicial System

National Strategy for
Combating Corruption
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Democratic Reform:
Remaining Challenges

Growing political apathy
Excessive centralization
Ineffective judicial system
Inadequate law enforcement
Rampant corruption
Powerful organized crime
structures

Insufficient transparency and
accountability of public
institutions

Integration of the Roma
minority

Despite these foreign policy successes internationally, none of the
past Bulgarian governments has managed to transform these
achievements domestically. The current government also failed to
respond to inflated expectations, although it had come to power
exactly as a result of people’s hope for radical change in their living
standards. According to recent Pew Foundation research, only eight
percent of Bulgarians are satisfied with their own lives and about
two-thirds feel pessimistic about their future. The ruling party faces
fading public support. It has dropped from 64 percent at the beginning
of the government's term in office to 8.6 percent in March 2003.
Several other alarming trends have emerged over the past two years.
A growing gap between popular expectations and the political elite’s
agenda exists, along with plunging trust in the public institutions,
and general disengagement from public life. The majority of
Bulgarians feels powerless to influence governmental decisions and
do not view themselves as constant participants in the democratic
process. Overall, the political search for better governance is short-
lived and episodic. It only occurs during election time. In addition
to mounting political apathy, intensifying internal disagreements
and poor coordination among the state institutions trouble the ruling
majority. Major deficiencies enforcing the rule of law also exacerbate
the plummeting public trust.

Excessive discretionary power at all levels, gaps in the legal
regulatory framework, sluggish to non-existent law enforcement,
as well as over-bureaucratized and inefficient administrative systems
are among the main factors conducive to corruption (see section 5¢
below). The Bulgarian public and experts regard the judicial system
as weak, poorly administered, insufficiently transparent, low in
morale, and burdened by the slow speed of court proceedings. The
judicial system has been unable to deal with the thriving organized
crime, said to control 25-35 percent of the Bulgarian economy. The
Government also has not addressed criminal activities like narcotics
smuggling, trafficking in persons, money laundering, and customs
fraud sufficiently.

The Government also adopted important amendments to the Judicial
Systems Act last year, as well as legislation pertaining to terrorism,
trafficking, and organized crime. Because the Constitutional Court
invalidated a number of the amendments, some new amendments
to the Judicial System Act are still pending in the Parliament.
Nevertheless, despite progress in developing and streamlining laws,
regulations, and administrative procedures, law enforcement
continues to be inadequate, public administration reform has not
moved forward, and most government institutions continue to
operate in an insufficiently transparent, efficient, and accountable
manner.
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In both constitutional theory and practice, Bulgaria remains highly
centralized. Local governments’ dependence on central government
financing is marked and the power to raise their own revenue
insufficient. Unclear institutional roles, lack of financial resources,
and disincentives to efficient management are among the factors
that hamper local government reform. The national government
made significant policy advances in this regard in 2002. However,
these still need to be translated into specific legislative measures
and state budgets.

The role of civil society in consolidating democracy has grown in
importance during the past years. Yet, civil society organizations
remain fragile. The number of active NGOs almost doubled between
1998 and 2002, and the Government adopted a favorable legal
framework. The independent media has made significant progress
in the past five years. A pluralistic, privately owned, and increasingly
better managed print media is in place. At the same time, the state
has continued to be tenacious in prolonging its grip on the national
electronic media that still cannot be considered politically
independent.

For the past decade, Bulgaria has become a regional model for ethnic
tolerance. The Turkish minority has been represented in Parliament
from the very beginning of the democratization process and has
recently been included in the executive power. Despite this,
minorities, in general, and the Roma, in particular, continue to
experience prejudice, social exclusion, and lower standards of living.
Broad-scale discrimination against Roma in the provision of housing,
social services and health care persists. Strikingly, according to a
recent survey, half of Bulgarians would not approve of Roma as
their neighbors.

3. Economic Reform

As a result of sound fiscal discipline, good macroeconomic
performance, and successful implementation of first stage economic
reforms, Bulgaria, during the past few years, has managed to make
a successful turnaround from the major economic collapse in 1996-
1997. Now, the country ranks tenth out of the 27 transition countries
in progress toward economic reform, slightly behind Croatia,
Lithuania and Slovakia, but more advanced than the rest of
Southeastern Europe.

Even in the midst of global economic slowdown and market volatility,
Bulgaria has retained a positive macroeconomic outlook. Real GDP
growth has been registered for five consecutive years at an average
annual rate of close to four percent. The Government restored pricing
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Economic Reform:
Achievements To Date

Continuous economic growth
Financial stability

Trade liberalization

Bank privatization almost
complete

70 percent private sector share
of GDP

Successful foreign debt
restructuring
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stability with the introduction of the currency board. Annual inflation
declined from 570 percent in 1997 to single-digit levels in the past
two years. The Government has brought budget deficits to near-
balance, and fiscal revenues have increased. Following a full-scale
foreign debt restructuring operation, the Bulgarian government
reduced the value of the country’s onerous foreign debt from 78
percent of GDP at the end of 2001 to 63 percent as of March 2003.
Shortly thereafter, the international rating agencies upgraded
Bulgaria’s long-term foreign and local currency credit ratings with
a positive forecast.

Despite this good macroeconomic performance, Bulgaria has failed
to regain its real GDP pre-transition levels. Real wages remain at
less than 60 percent of their 1989 average. In contrast, the Czech
Republic has long exceeded its pre-1990s compensation levels, and
the Northern Tier countries have managed to recover the growth
levels from a decade earlier. Throughout the transition period,
foreign direct investment (FDI) also has remained well below
Bulgaria’s potential and capacity. Cumulative inflows per capita
have been low— just $400 for 1989-2001, or roughly three times
lower than the average in other Central European countries for the
same period. This unfavorable trend persisted in 2002 when Bulgaria
registered merely $458 million in FDI (about 35 percent less than
the year before). The reasons for these disappointing figures relate
largely to the slowdown in privatization; administrative failure to
design and implement cogent, integrated long-term economic policies;
and the overall business climate. The last, though improving,
continues to hinder investors with frequent changes in the legislative
framework, poor law and contract enforcement, and burdensome
administrative barriers. Lack of significant reform of the judiciary,
petty corruption, and unfair competition from the shadow economy
(estimated between 20-50 percent of the Bulgarian economy), also
discourage foreign investors from entering the Bulgarian market.

The international community has recognized Bulgaria as a market
economy. The latest EU Progress Report appraised the country as
capable of coping with the competitive pressures and market forces
within the Union in the medium term. The 2002 Global
Competitiveness Index of the World Economic Forum also indicated
aslightimprovement in Bulgaria’'s competitiveness ranking. Exports
were on the rise in 2002, but the country continues to run large
trade and current account deficits. Exports per capita are estimated
at $600, as compared to over $2,700 in Hungary and $800-$2,000 in
the Baltics. Furthermore, with over half of external trade with the
European Union, Bulgarian exports have become greatly susceptible
to the EU economic slowdown.
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In terms of structural reforms, Bulgaria has successfully completed
the first-stage economic reforms, including small-scale privatization,
price and trade liberalization. The banking system has been
restructured and rehabilitated, and the government has closed down
most of the loss-making state-owned companies. The last state-
owned bank is due for privatization within the next few months.
This will constitute the complete passing of the Bulgarian banking
sector into private hands. Private sector share of GDP has increased
dramatically. It now accounts for 70 percent of the Bulgarian
economy. Conversely, Bulgaria has not achieved second stage
economic reforms. The restructuring of key large-scale industries
and the privatization of large state-owned enterprises in the utilities,
transportation, and tobacco industries is still incomplete.

These economic reform delays and constrained access to credit have
prevented Small and Medium Enterprises (SMEs) from becoming
the driving force of the Bulgarian economy. Banks are highly liquid.
However, credit to the private sector, though increasing, remains at
16 percent of GDP. Meanwhile, the capital markets have offered
virtually no outlet for most enterprises, which are basically unable
to achieve the listing requirements. The capital markets themselves
are underdeveloped, non-transparent and inactive, and their
turnover and capitalization are low. SMEs also suffer unfair
competition from the thriving but unrecorded shadow economy.
Another obstacle to entrepreneurial success is that Bulgarian
managers largely lack the long-term vision, strategy, and
management skills to run their businesses effectively and profitably,
and the government still needs to articulate and implement an SME
policy that will effectively assist SMEs improve their competitive
positions and grow.

The agricultural sector remains one of the key sub-sectors of the
Bulgarian economy that accounts for almost one-fifth of the GDP.
It provides about 26 percent of employment and is a major source of
present and expected future earnings. Bulgaria continues to be a
significant exporter of agricultural and food products in the region.
The sector also plays an important role as a social buffer to rising
levels of unemployment. However, current estimates show that the
country has achieved only 30 percent of its production potential in
agriculture. Although Bulgaria has made significant strides in land
privatization, land usage is highly inefficient. Farming operations
are still in great need of agricultural information services, inputs,
machinery, credit, and markets. Clearly, increased production of
high value crops and their processing for both internal and export
markets, must be part of Bulgaria’'s economic growth strategy.

Economic Reform:
Remaining Challenges
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Social Sector:
Achievements To Date

> Successful launch of a new 3-
pillar pension system

> HIV/AIDS strategy and action
plan in place

> Trafficking in Persons law
passed by the Parliament

Bulgaria holds an important strategic place both in gas transit and
in the success of a regional electricity market. It was one of the 10
countries that signed in November 2002 “The Athens MOU—2002"
on the Regional Electricity Market in South East Europe and its
Integration into the European Union Internal Electricity Market.
It is on a path to expanded electricity trade in SEE and eventually
with Western Europe, and is a key energy transit country (currently
for gas and potentially for oil and electricity). Bulgaria also has
significant electricity export ambitions.

4. Social Conditions

During the last decade, Bulgaria experienced the steepest downward
trend in human development in the region. This has been
demonstrated continually in UNDP’s Human Development Index.
It ranks Bulgaria 62" in 2002, as compared to Croatia at 48" and
Slovenia at 29" in the list. Rather than increased prosperity and
improved quality of life, the average Bulgarian witnessed increased
poverty, rising unemployment, labor market rigidities, and
deteriorating healthcare and social insurance systems.

Ranging steadily between 16-18 percent, unemployment in Bulgaria
has been among the highest of all transition countries over the past
four years. Long-term joblessness has accounted for over 60 percent
of the registered unemployed. Every third unemployed person is
young. Every one in five is over fifty. And, as many as 80 percent of
the Roma and 65 percent of Turks currently are unemployed.

The high unemployment rate has not only impacted individuals and
households, but it also has translated into fewer people paying taxes
and contributing to pension plans. This foreshadows a difficult fiscal
future for the health insurance, pension, and social assistance funds.
At the end of 2002, the Bulgarian Government started
implementation of a National Employment Plan to transform the
overall concept of social protection from direct monetary assistance
into employment assistance and specialized social service. Though
too early to appraise its long-term impact, USAID expects the result
of the program will increase temporary employment. Nevertheless,
only a more flexible labor market and an improved business climate
will ensure a sustainable rate of job creation.

Real household income declined by 76 percent between 1989 and
1997 when 30% of the Bulgarian population was considered living
below the absolute poverty line. While poverty has indeed decreased
for the past five years, the World Bank still estimates the poverty
rate in Bulgaria at levels more than double its pre-crisis position
(11.7% vs. 5.5% in 1995). With a minimum monthly wage of $55, an
average working salary of $134, and an average pension of $50,
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Bulgarians have the lowest compensation levels in Central and
Eastern Europe, according to a recent Eurostat survey. GDP per
capita is only half the Central European average and merely one-
fourth of the EU average. Itis notevenly distributed geographically
or socially. Rural residents, ethnic minorities, the elderly, individuals
with basic education or less, and large or unemployed-headed
households have proven particularly vulnerable to the decline in
living standards. For example, approximately 25 percent of the poor
in Bulgaria belong to ethnic minorities. Of those, two-thirds are
from the Roma population.

Bulgaria is a regional leader in pension reform with all the legislative,
institutional, and regulatory structures in place. Five years ago, it
introduced a three-pillar pension system gradually shifting a share
of social security contributions into private pension funds and
voluntary private contribution funds. This hopefully will restore
the viability of the traditional pay-as-you-go system. While the
reform is already in an advanced stage, the biggest challenge still
remains to encourage increased participation that will ensure
financial sustainability.

Unlike pension reform, healthcare reform has been moving slowly
and unevenly. Launched in 1999, it started with only the
reorganization of outpatient care, but it left the system heavily
burdened with excessive hospital facilities, a disproportionately large
workforce, and low quality service. The second phase of the reform,
which entails in-patient care, is well behind schedule. This negatively
impacts the poor, minorities, and rural residents. The last group
faces increasingly limited access to healthcare, as a result of
restructuring. In the meantime, a significant portion of the
population bears substantial out-of-pocket costs for healthcare
services. And, an aging population further complicates the Bulgarian
pension and health systems.

The overall health status of Bulgarians generally has deteriorated
over the transition period. Almost two thirds of Bulgarians suffer
from heart and circulatory health problems. The incidence of
tuberculosis has increased over 140 percent in the last decade. HIV/
AIDS prevalence remains relatively low (419 cases reported as of
April 2003), but health professionals expect an increase in positive
cases in the coming years, because of growing intravenous drug use,
an increase in sexually transmitted infections, and increased cross-
border trafficking of persons.

As a result of evolving demographic trends, the educational system
is contracting. Estimates are that primary school enroliment will
fall by 30 percent over the graduation strategy period. Basic
education has deteriorated both in terms of quality and access, while

Social Sector:
Remaining Challenges
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enrollment in secondary and tertiary education is still high as
compared to other transition countries. During the 1990s, the
number of students who failed to complete their studies increased
fivefold. Ethnic minorities, especially females, the impoverished,
and the disabled represented the greatest number contributing to
declining school attendance. In the medium to long-term, limited
access to education for vulnerable groups could generate greater
functional illiteracy, and lead to more severe employment problems.
However, restructuring in the educational system will increase
unemployment for teachers, especially women, in rural areas.

Bulgaria’'s youth are one of the vulnerable groups deserving special
attention. While the country’s high quality, traditional, theoretically
oriented educational system is undoubtedly successful in formally
educating a large percentage of its Bulgarian citizens, there appear
to be serious problems for: a) many of the students attending general
secondary schools, and vocational secondary schools; b) the Roma
and Turkish minority community; c) the growing numbers of drop
outs; and d) children who never even enter the system. This lack of
education seriously aggravates the ability of those aged 15 to 24 to
enter the labor markets, which makes them especially vulnerable
to long-term unemployment.

5. Cross-Cutting Factors Influencing the Reform Process

In preparation for the strategy, USAID/Bulgaria has conducted a
number of assessments in order to get a comprehensive
understanding of the important issues faced by the country and to
identify crosscutting factors influencing the reform process. The
topical reviews in this section are summaries of the findings of the
assessments with implications across the portfolio. A list of all
assessments, including brief overviews, is included in Annex IV.

a. Gender

This Mission defines gender as differences between men and women
in their roles, activities, needs, opportunities and constraints.

Recent World Bank analysis indicates that both men and women
experience the adverse social impacts of transition similarly. There
are no significant gender discrepancies in terms of income,
employment, and poverty. The number of jobless men slightly
exceeds the number of jobless women. However, females are the
predominant workforce in lower-paid, “feminized” sectors like
education, healthcare, and social services. Bulgarian women earn
72% of what Bulgarian men get paid. Nevertheless, this is
comparable to the income disparities existing within the EU where,
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for example, German women earn 76% of what German men earn.
There are no serious differences between the living standards of
households headed by men and those headed by women. The gender
gap in poverty is also not significantly high, with both sexes feeling
equally poor. At the same time, females face higher risk of poverty
and depressive disorders. They also experience more health problems
with only 40% of women estimating their health as good. Data
further discover significant gender specificity within the age group
of 46-55 years, where the number of women in poverty is twice that
of men (63% of all poor individuals within this group are women).
Women also prevail in the group of poor pensioners.

Female education levels are on par with their male counterparts.
Overall school attendance shows a 50/50 balance between girls and
boys, with women outnumbering men in the 15-18 year age bracket.
A recent assessment of small and medium enterprises revealed that
women entrepreneurs own 29 percent of Bulgarian SMEs and are
responsible for 40 percent of new business starts.

Since the start of the transition, women appear to have a relatively
growing level of interest in politics. Female representation in
government has been increasing. The number of women
parliamentarians increased from 11 percent to 26 percent in the
latest Parliamentary elections. However, men still dominate the
important division at the top levels as well as in the specialized
agencies and committees. Women also have made considerable
strides to increase “women’s voice” in public decision-making through
the creation of advocacy NGOs.

Although both women and men in ethnic populations can be
characterized as vulnerable, women overwhelmingly appear to fit
into this category. Statistical and anecdotal evidence suggests that
Roma women have even less education than Roma men. Roma
women marry and give birth at very early ages (80 percent before
the age of 18), and suffer more pregnancy complications, premature
births and low-weight babies than non-Roma women.

Violence against women is a pervasive and serious problem, with
the increases in domestic violence and trafficking. Experts consider
Bulgaria as a country of both transit and origin of human trafficking.
Lately, Bulgaria has become a country of destination as well. While
no reliable gender-disaggregated data exist as to the number of
trafficked persons to and from Bulgaria, there is general agreement
that the number is growing, especially of female victims. Apart from
gender considerations, the vast transnational criminal networks
related to trafficking foster corruption at all levels as well as threaten
the application of rule of law in the region.

Gender Facts on Bulgaria

¢ Both men and women

experience the adverse social
impacts of transition similarly
The number of jobless men
slightly exceeds that of women
Women predominate in lower-
paid, “feminized” sectors

The living standards of
men-headed and women-
headed households are similar
Education levels are on par
Women are responsible for 40%
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Every third SME is owned by a
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Number of women in
Parliament increased to 26%
Domestic violence against
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The number of victims of
trafficking is growing
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Bulgaria’s Unique Biodiversity

14

Bulgaria ranks third in Europe
in terms of biodiversity

A system of protected areas
covers 4.3% of the country’s
territory

Bulgaria is home to 750
traditional medicinal plants
Bulgaria is the eighth leading
country in the world exporting
botanical drugs

Every dollar invested in
protected areas returned $2
dollars in revenue to local
blueberry collectors

b. Environmentand Biodiversity Conservation

Bulgaria holds a unique position in the region with respect to
biodiversity and natural resources. It ranks third in Europe in terms
of biodiversity, and is home to a wide variety of plant and animal
communities some of which are found only in Bulgaria. In recent
years, the country has made substantial progress in protected area
policy and management. It has developed a comprehensive system
of designated protected areas, covering 4.3 percent of the country.
USAID has been responsible for a considerable part of this progress,
and is currently making a significant contribution to ensure
application of appropriate models of sustainable natural resource
use.

Natural resources are important assets to attract international
tourists and for the development of rural tourism. About 12 percent
of Bulgaria’s population is socially and economically dependent on
the forests. These resources form the basis of forestry and
woodworking industry, hunting, ecotourism, and other activities.
Non-timber forest products include 750 traditional medicinal plants,
a third of which have high economic importance. Remarkably,
Bulgaria is the eighth leading country in the world exporting
botanical drugs. Examination of the economy of one non-timber
source, wild blueberries, revealed that every dollar (US) invested in
protected areas returned $2 dollars in revenue to local collectors of
blueberries alone. Therefore, the destruction or degradation of
natural resources in Bulgaria may have high costs to the country’s
economic growth and the quality of life of its citizens.

Among the principal environmental concerns are: 1) loss and
fragmentation of forest due to mismanagement of newly-restituted
lands, forest fire, and air pollution; 2) poaching and illegal logging;
3) destruction of wetlands; 4) invasive species from trade, transport
and agriculture; 5) drought, desertification and water supply; 6)
untreated municipal water and non-point source air pollution from
vehicles; and 7) municipal solid waste which constitutes both a vector
of disease and an impediment to fostering local tourism.

Government institutions at all levels lack the human and financial
resources for effective management and administration. Of greatest
concern is the Government’s limited ability to implement policies
and enforce laws, including the capacity to prosecute crimes. Judges
and prosecutors alike have limited knowledge of environmental laws
and lack the will to hear and prosecute cases dealing with
environmental crimes or violations. Although civil society
participation has increased, transparency remains a concern in
environmental policy development. In addition, pressure for fast
track EU accession often contributes to rapid development of laws
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that lack harmonization with other laws and policies. Lack of
finances for transport and communication to field sites constrain
the Regional Environmental Inspectorates and municipal
governments in carrying out their monitoring and enforcement
responsibilities.

c. Corruption

Corruption is one of the most serious challenges Bulgaria has faced
during the past thirteen years (Also refer to Section 2 on Democratic
Reform and to the subsection on Gender above). Corruption
undermines democracy, reduces accountability and representation
in policy-making, suspends the rule of law, and ultimately results
in unequal provision of public services. As a major reform issue,
Bulgaria must address it in its multiple forms—opaque privatization
procedures, rampant petty corruption, perceived lack of political will
to address corruption “at the top”, and excessive hurdles to
entrepreneurship—and at all levels of government.

Bulgarian citizens rank corruption among the top four critical
problems facing the country along with unemployment, poverty, and
low incomes. During the past year, the situation improved
moderately. However, the risk of corruption affecting government
institutions and the national economy and corrupt practices among
lower-ranking public officials persist, according to Coalition 2000's
Corruption Assessment Report. As estimated in the report, about
130,000 actual acts of corruption have taken place monthly during
the past year. Among the professional groups exerting the most
corruptive pressure are lawyers, police officers, doctors, customs
officials, judges, administrative judicial staff, prosecutors, university
professors, and municipal officials.

The international community, however, believes the country has
the capacity to deal with corruption. Bulgaria has improved its
ranking in the Transparency International’s Corruption Perception
Index from 66% place in 1998 to 45" in 2002. The Bulgarian
Government also adopted a National Strategy for Combating
Corruption. Nonetheless, the public administration continues to
suffer from inefficient and over-bureaucratized administrative
structures, a lack of transparency, and sluggish implementation and
enforcement of legislation. On the local level, complex bureaucratic
procedures for licensing and permits, as well as by the lack of
tradition of citizen participation in local government decision-making
exacerbate corrupt practices. These considerable governance
barriers, coupled with a weak judicial system that lacks sufficient
transparency and adequate internal anti-corruption mechanisms,
significantly impede the start-up activities and daily operations of
Bulgarian enterprises. They also hinder foreign investors from
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Bulgaria is unlikely to suffer the
kind of ethno-political conflict that
its neighbors experienced.

Causes of conflict vulnerability:

¢ Socio-economic factors

¢ Political participation

¢ Conflict management capacity

initiating or expanding their business activities in Bulgaria. And,
they feed general distrust in the public institutions and elicit
skepticism as to the impartial application of justice.

d. Conflict Vulnerability

Although Bulgaria has avoided the violent conflict suffered by its
Balkan neighbors, it continues to face the challenge of integrating
minority groups in the context of limited socio-economic
development. USAID commissioned a Conflict Vulnerability
Assessment to identify current and potential sources of conflict and
instability in the country.

According to the assessment, Bulgaria is unlikely to suffer the kind
of ethno-political conflict that its neighbors experienced, even if those
tensions increase again. The Government has resolved conflict with
Bulgarian Turks, which reached its peak in the early 1990s even
though feelings of mistrust linger. With the Movement for Rights
and Freedoms assuming an important role in Bulgarian politics
now, as well as considering Bulgaria’s good relations with Turkey,
the likelihood of violent conflict is quite small.

At the same time, the underlying causes of potential conflict in
Bulgaria have not been addressed, leaving Bulgaria vulnerable to a
different kind of conflict:

v Frequent and at times widespread spontaneous, violent protests
in poor marginalized Roma communities. With increasing
competition for scarce jobs and increasing criminality associated
with poverty, clashes between Roma on the one hand and
Bulgarians and Turks on the other can be expected.

v" Increasingly frequent and intense political conflict at the central
government level. This is fueled by the participation of major
conflict actors: students, transport workers, labor unions,
supported by unemployed and disenfranchised people who have
suffered from the adverse socio-economic repercussions of
transition.

v" Localized conflicts emerging from industrial failures or closures,
and government failures to provide sufficient social assistance
or social services.

While these conflicts are not likely to lead to a civil war, as has been
the case in neighboring countries, they can lead to violence and
pose a formidable obstacle to Bulgaria’s economic and political
recovery. Itis, therefore, important that the main underlying causes
of conflict vulnerability—socio-economic, political participation, and
conflict management capacity—be addressed.
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6. Other Donors

The EU is the largest multilateral donor allocating approximately
$300 million per year. As envisaged in the EU Accession Roadmap
(see Annex I11) agreed upon in 2002, assistance will further rise by 20
percent in 2004, by 30 percent in 2005, and by 40 percent in 2006.
Increased assistance will be subject to progress in implementation
of the roadmap and Bulgaria’s absorptive capacity which, to date,
has been relatively low. Funding is generally channeled through
three major pre-accession instruments: the PHARE program which
focuses on institution building, regulatory infrastructure
development, and economic/social cohesion; SAPARD which provides
aid for agricultural and rural development; and ISPA, which finances
infrastructure projects in the fields of the environment and transport.
In addition to its annual PHARE allocation, Bulgaria receives
additional funding in the context of its understanding with the EU
on early closure of units 1-4 of the Kozloduy nuclear power plant.

Bulgaria works closely with the IMF in implementation of the two-
year, $299 million Stand-by Agreement. Because of the country’s
positive economic outlook, IMF and the Bulgarian Government
recently have been considering the possibility of switching to a
precautionary agreement in the future. The World Bank role in
Bulgaria has evolved through the years from the release of structural
adjustment loans to the provision of Programmatic Adjustment
Loans (PAL). The latter are subject to the maintenance of a
satisfactory macroeconomic framework and the implementation of
a comprehensive reform program tied to specific progress
benchmarks. The Bank approved the first PAL, amounting to $150
million, in February 2003. The WB's Country Assistance Strategy
for 2002-2004 describes support of up to $750 million, with the
purpose of improving the business climate and reducing poverty.
Health reform, education modernization, social protection, labor
market, public administration, energy, agriculture development, and
the environment are among the Bank’s other assistance priorities.

The UNDP persistently follows a “never alone” policy by leveraging
resources from a multitude of other donors and government agencies
in project implementation. Its Country Cooperation Framework
focuses on good governance, job creation, information technology,
and environmental protection. The UNDP focuses specific attention
on HIV/AIDS as well. Major bilateral donors include the Swiss
Government (environment, agriculture, social services, SMES), the
Japanese Government (infrastructure development), the Dutch
Government (energy and environment; industry and technology;
agriculture; infrastructure; civil society), the German Government
(agriculture, SMEs, vocational training), and the British Know-How
Fund (public sector, civil society, financial markets, social welfare).
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In recent years, the donor coordination process has changed from
simple exchange of information to a more focused type of
coordination. The Bulgarian Government increasingly has been
assuming more responsibilities in an effort to move from mostly
supply- to predominantly demand-driven donor assistance. With
the purpose of gradually taking over UNDP'’s role as donor
information coordinator, the Bulgarian Government has
committed itself to the creation of a donor-sponsored online
database of past and ongoing donor activities. Given the recent
introduction of this new system of donor coordination, it is still too
early to assess its impact on the inter-donor and donor-
government relations and activities.

7. Evolution of USAID/Bulgaria’s Strategic Approach and
Program Portfolio

American assistance to Bulgaria began in early 1990 with a relatively
modest $2 million in grants designated to strengthen the political
processes by supporting free and fair elections. Since then, the U.S.
Government has contributed more than $430 million in South East
European Democracy (SEED) assistance to Bulgaria for the period
1990-2002.

In the early years of reform (1991-1994), when many sectors needed
assistance, USAID adopted a “targets of opportunity” approach with
assistance provided to a multitude of recipients. In 1994, when
reform stalled in critical areas, the Mission responded to the lack of
commitment at the national level and targeted assistance at the
local level. The Strategy Update that outlined the Mission’s activities
for the next couple of years introduced a two-pronged approach: 1)
support for local government, public participation, and local
development; and 2) a more critical, restrained funding of activities
at the national level.

In 1997, USAID revised its strategy to focus on Bulgaria's European
Union accession and to actively support accelerated efforts for
transition to a democratic political system and an open, free, and
competitive economy. Since then, the Mission has worked to
advance: 1) accelerated economic growth and restructuring; 2) a
modernized financial system; 3) a stronger civil society; 4) an
improved judicial system; and 5) strengthened local government.
Almost half of USAID’s resources were invested in the development
of a competitive, private sector-led, market-oriented economy.
Activities focused on improving the legal/regulatory framework for
business development, strengthening a network of private business
support institutions, providing access to credit, generating
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employment, stimulating local economic development, and
supporting public-private dialogue on strategies for private enterprise
growth. In the democracy and governance arena, an equally
significant portion of USAID's portfolio has been devoted to building
the capacity of local governance institutions, reforming the judiciary,
enhancing the professional capacity of independent broadcast media,
and advancing the development of a strong civil society.

Throughout its presence in Bulgaria, USAID has been relying on
several key comparative advantages, which have been effectively
used to better respond to the needs of the country while at the same
time promoting U.S. foreign policy interest.

Long-Term Strategic Approach: After the initial years when USAID
applied a more emergency-based approach to programming, the
Mission has followed a well-thought out strategic approach. This
has helped the Mission spend limited resources in the most efficient
way, focusing on selected priorities for the country and niches not
covered by the big multinational donors. This strategic approach
has provided for longer-term investment in areas that have been
critical for the successful transition of the country.

Flexibility and Immediate Responsiveness: USAID's ability to quickly
respond to key reform issues has been one of USAID’s pre-eminent
advantages. This has been the approach applied to major reform
efforts in the country (e.g., privatization, pension, judicial). This
approach acknowledges that big multinational donors are better
positioned to take on the lion's share of donor support only after
USAID has provided its timely and catalytic assistance. In this
way, USAID has set up models for others to apply nationwide on a
number of occasions.

Another important aspect of USAID's flexibility has been the ability
to select the appropriate level of intervention at any given time.
The Local Government and Anti-Corruption initiatives are two
outstanding examples of how to target the assistance in compliance
with the specific environment in the country. Both programs started
at the local and civil society level. Thiswas before demand for dealing
with the respective issues elevated them to the central government
level. No other donor can afford to apply such a diversified and
flexible approach to assistance.

Partnership Approach to Providing Technical Assistance: One of the
most tangible things that USAID will leave behind is a set of
sustainable institutions and enhanced human capacity to further
boost the reform effort. Critical to the success of this endeavor is
the way we get there. USAID is providing highly qualified experts
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USAID’s Legacies On The Way
to A Market Economy

» A Warehouse Receipts
System, established as a new
financial instrument for
mobilizing working capital for
farmers’ short-term needs.

> A fully operational Business
Incubator, established in
Vidin provides fee-based
services to local entrepreneurs,
rents out space to start-up
SMEs, and runs a leasing
program for equipment and
inventory.

» Sustainable Economics
Think Tanks provide more
objective analyses on the
economic environment, thus
contributing to improved
advocacy, policy dialogue, and
more informed decision-
making.

in crucial reform areas, available to work long-term in the country.
These professionals collaborate with their Bulgarian counterparts
on a daily basis and transfer knowledge and know-how while doing
things. Further, USAID assistance programs have worked to build
capacity of local organizations and to work through them in delivering
assistance to clients, thus contributing to their sustainability. In
this way, local organizations gain the necessary experience, capacity,
and credibility to carry on the task after USAID leaves Bulgaria.
This approach transforms the normal donor-recipient relation into
a partnership, which turns out to be a reliable and adequate model
towards sustainability of any reform effort.

On its graduation path, USAID will continue to build upon these
comparative advantages, while at the same time looking for other
efficient mechanisms to preserve its current investments and
guarantee the success of other major initiatives.

8. Select Achievements and Major Legacies to Date

The Mission pioneered a successful model of specialized firm level
assistance to small and medium-sized enterprises through the
establishment of the Firm Level Assistance Group (FLAG), a
consortium of four U.S.-based not-for-profit organizations. As a
result of the targeted technical assistance, training, and trade
facilitation provided with USAID support, the FLAG-assisted private
enterprises have achieved 15 percent average annual increases in
exports, created over 4,000 jobs, and retained another 20,000 jobs.
In cooperation with USDA, the World Bank and other donors, USAID
led the introduction of the Grain Warehouse Receipts System, a
new financial instrument that has proven highly efficient in
mobilizing working capital for farmers. This successful U.S. model
is being implemented countrywide, with more than 45 public grain
warehouses licensed to date.

USAID has initiated a number of programs for financial
intermediation, including debt and equity financing and loan
guarantee facilities. The Bulgarian American Enterprise Fund
(BAEF) pioneered a mortgage-lending scheme in 2000. This reduced
rates, made housing more affordable, and fueled the development
of a construction loan market. In the early 1990s, the Mission also
paved the way to the establishment of several micro-lending
mechanisms, a credit scheme basically unknown in Bulgaria at the
time, which addresses the credit needs of small businesses in
economically depressed regions with high unemployment. USAID’s
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micro-lending portfolio exceeded $2.8 million in FY 2002, after only
three years of operation. USAID also successfully introduced the
loan guarantee concept, another novelty for Bulgaria. Three loan
guarantee facilities (through two banks) are already operational,
and $36.5 million are available to private and municipal borrowers
for energy efficiency projects, small business clients, and competitive
industry clusters.

Challenged by the collapse of the Bulgarian financial system in early
1997, USAID was the leading donor and is currently the only one to
assist the stabilization, restructuring, and overall modernization of
the Bulgarian banking system. With USAID assistance, the
Government sold six state-owned banks to strategic investors and
will complete the privatization of the last state-owned bank, State
Savings Bank, within months. In addition to building the supervision
capacity of the Central Bank, USAID also sought to build a generation
of bankers better prepared to manage banks and provide credit.
For this reason, the Mission assisted the International Banking
Institute (IBI) to deliver a broad curriculum of banking and finance
courses. Today, IBI is close to achieving institutional sustainability.
The Mission has also been instrumental in the establishment of
capital market institutions in Bulgaria and associated regulatory
oversight. By combining the purely social implications of reform of
pension and health insurance with their substantial financial aspects,
USAID has been flexible and responsive enough to address the
compound social issues that have continuously intensified during
the course of the country’s transition. Specifically, USAID has
assisted the Bulgarian Government in the establishment of a three-
pillar social security system. USAID assistance proved instrumental
at all phases of the reform, starting from design to implementation
in the creation of a mandatory private pension system, the
establishment of a supplementary voluntary system, and the
reformed public pay-as-you-go system.

The Mission has often been the initiator of successful activities,
establishing models for replication and serving as a bridge to
increased financing from the international financial institutions.
USAID successfully initiated a community-based planning model
in 35 poor, underdeveloped municipalities with high levels of
unemployment. Now, the World Bank, in collaboration with the
Bulgarian Government, is institutionalizing this successful
community-based paradigm under the new Social Investment Fund,
to bring together citizens from the public, private, and NGO sector
to formulate strategies for economic revival and local resource
maximization.

Financial Sector Legacies

> Six banks privatized since

1997, the most successful CEE
bank privatization program
that lays the foundation for
significant economic
development in future years.

> Increasing Public

Confidence in a Stable
Banking System. The Central
Bank supervises banks using
risk-based concepts and an
internal bank rating system
that follows international
practices. A Deposit
Insurance Fund was also
established.

> Major Capital Market

Policies and Institutions
Established, including the
Stock Exchange, the Central
Depository, and the Regulator.
Improved financial
accounting and
“dematerialized” computer
records for company
ownership.

» Seven Licensed Pension

Companies are administering

140 million USD in individual

pension savings accounts for 1.4
million Bulgarians
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Democratic Governance
Legacies

> The Bulgarian Parliament
is Modernized and More
Open to Citizens: A new
computer network is utilized to
improve the work of MPs and a
Parliamentary Information
Center is established.

» Free and Fair Election
Process: Political parties
compete by leading issue-based
election campaigns and NGOs
participate actively in voter
education and election
monitoring.

Success Story: Development of the Bulgarian Capital Market

One critical factor which will support the long term growth of the Bulgarian
economy is the development of its capital market. Since 1996 USAID has
provided leadership and delivered substantial technical assistance in this
area. As a result of USAID programs, Bulgaria has reached several
important milestones: a) the institutional framework and legislation for
the Bulgarian Capital Market is in place, and b) Bulgaria now has the
infrastructure to support the needs of market participants. There is a steady
trend of change for the Bulgarian Stock Exchange. It has increased from
$15 million in the year 2000 to $78 million in 2002, with increasing
diversification of trading instruments. The USAID Pension Reform Project
has additionally boosted the development of the capital markets by creating
a growing amount of long term pension savings invested in the Bulgarian
capital market. In 2 years 140 USD have been accumulated.

USAID support at the early stages of Bulgaria's democratization
has yielded sustainable results in terms of creating a free and fair
election process and establishing a democratic system of government,
rooted in the principle of checks and balances. Notably, the Bulgarian
Parliament has become a stable legislative institution with
democratic practices.

USAID was the first donor to support judicial reform in Bulgaria by
building the institutional capacity of the Magistrate Training Center
(MTC) and improving the efficiency and transparency of court
administration. After three years of operation, MTC has managed
to develop a comprehensive curriculum and a broad cadre of judicial
educators, to provide training to 100 percent of the newly appointed
judges and to 30 percent of the sitting judges. USAID supported
training programs have pioneered combined judge-clerk training
and developed a capable cadre of court staff trainers. USAID has
modernized the court administrative system in eleven model courts
and has developed a powerful and sophisticated electronic case
management system. USAID provided major policy assistance that
made it possible for the Government's adoption of the National
Judicial Reform Strategy and Action Plan. These important policy
documents lay out the framework for a comprehensive judicial reform
intended to satisfy EU accession criteria and to meet U.S. interests
in combating trafficking of persons, narcotics and weapons. Wide
public discussion on the structural problems of the judicial system
reinforced the political will for reform. USAID-supported public
awareness activities like the release of the 2002 Judicial Reform
Index and the pilot introduction of court press attaches helped
activate this broad public debate.

USAID has taken a participatory approach to the fight against
corruption through the establishment of public-private partnerships.
The role of the USAID-supported Coalition 2000 has been emblematic
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in this regard. It is able to advocate for reform, raise public
awareness, and serve as a watchdog against corrupt practices. Today,
others widely recognize Coalition 2000's Corruption Monitoring
Indices as a source of monitoring information. Drawing on this
successful public-private model, the Bulgarian Government recently
unveiled a new National Anti-Corruption Strategy and Action Plan.
Notably, the strategy acknowledged the critical importance of
introducing “advanced standards of transparency and accountability”
for Bulgaria’'s future democratization, thus laying the foundation
for a coherent long-term policy for combating corruption.

A Success Story: Coalition 2000

On the initiative of Coalition 2000, a number of Municipal Councils decided
to introduce local ombudsmen or civic mediators. An illustrative example
of the impact of Coalition 2000 supported local ombudsman institution
follows: In February 2001 the Zavet municipality (Northeastern Bulgaria)
Ombudsman, Ms. Velichka Miteva, registered a complaint against the local
office of the National Social Security Institute. The local bureaucracy denied
children the hereditary pension from their deceased father, Mr. Metin Yashar
Ljutfi. Following the intervention by the Ombudsman, the Government
granted the pension.

Recognizing the importance of building capacity for reform at the
local level, USAID has been the only donor to systematically and
comprehensively support municipal governments in Bulgaria.
Following eight years of technical assistance and training, the
professionalism of local governments as well as the legitimacy and
respect accorded them by national institutions has increased. The
national governmentonly now is listening to local government, whose
economic plight has captured their attention. Capitalizing on a
receptive policy environment during the past two to three years,
USAID has refocused efforts to work with the central authorities to
boost fiscal decentralization reform. As a result of Mission
involvement, the 2003 State Budget for the first time stipulates key
elements of these reforms, including: financing mandated services
in accordance with agreed-upon standards; transparent distribution
of shared taxes; equalization grants for municipalities with low own-
source revenue potential; and reforms on local taxes and fees,
municipal property, and municipal budgets. In addition, Parliament
passed a significant reform of local taxes and fees and has new laws
on municipal property and municipal budgets under consideration.

USAID’s long-term investment in building the capacity of local
support organizations is already producing results. Today, these
local government support entities are institutionally developed,
capable of taking the lead on the reform agenda, and able to provide
training and advisory services to local elected officials and municipal
administrations. USAID assisted in the establishment of the

USAID’s Legacy at the
Community Level

Improved social and technical
infrastructure in 80
underdeveloped communities
through small infrastructure
projects with significant social
impact. Major improvements
include upgraded water supply
and sewage systems, renovated
public buildings and facilities,
rehabilitated neighborhoods and
parks.
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USAID’s Legacies in the
Civil Society Sector

» Resource Centers Providing
Services to NGOs
Established and
Functioning — Viable NGO
resource centers exist
throughout the country,
providing services to grassroots
NGOs.

> Enabling NGO Legal
Environment Created — The
GOB has adopted critical
legislation that has created a
stronger enabling legal
environment for non-
government organizations.

National Association of Municipalities in the Republic of Bulgaria
(NAMRB) and nine regional associations that have become a model
for fledgling municipal associations in the region. The Council of
Europe has recognized NAMRB as one of the strongest national
associations of local authorities in Southeastern Europe.

Municipalities are opening their doors to citizens including
increasing citizen access to municipal council proceedings and the
use of citizen advisory committees in planning of infrastructure
development. USAID-launched Customer Service Centers represent
a new approach to timely, accountable and transparent service
provision to citizens that also reduce opportunities for corruption in
municipal administrations. Over a third of all Bulgarian
municipalities have replicated these Centers.

A Success Story: Sewerage System of a Roma Neighborhood
in the Municipality of Oriahovo

Low-cost, grass roots level community assistance can measurably improve
the living standards of a whole community. The project financed the
construction of a sewerage and wastewater collection system in a Roma
minority neighborhood of the town of Oriahovo in Northern Bulgaria.

The project had a significant positive effect on its immediate environment
by preventing nearby landslides that had been occurring since 1997 and
has markedly improved the health situation in the neighborhood
minimizing serious illnesses.

Grateful for the attention to its needs, the Roma minority community assisted
in reducing the project’s cost by providing the voluntary labor of 97 residents.
As a testimonial to the community’s appreciation of this project the following
statement is attributed to Pareskeva Kostova (67) and her husband Valentin
Mitev Asenov (66) who lived in the neighborhood since 1949: “ We don't
believe this is actually happening. We don't believe that somebody has
thought of us. We are very thankful to the local authorities for the project
and to the Americans for the money to execute it”.

To create a strong civil society in Bulgaria, the Mission supported
the development of the so called “democracy network” comprised of
thirteen non-governmental support organizations. These provide a
variety of services to grassroots NGOs, including grant-making,
information sharing, networking, research, and policy analysis. On
the policy level, USAID has been instrumental in the adoption of a
progressive NGO law and key pieces of electronic media legislation.
With USAID assistance, Bulgaria established the first Broadcast
Training Center in 1999. Also as a result of the Mission’s successful
association building, the Association of Bulgarian Broadcasters has
emerged as the most advanced independent media association in
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the region. The newly formed regional network of broadcaster
associations from nine countries in Southeastern Europe recently
elected the Bulgarian representative as its chair.

USAID has taken the lead to advance Bulgaria's natural resource
management by demonstrating operational models for biodiversity
conservation revenue. As aresult, the country developed four model
partnerships for the sustainable use of natural resources and drafted
a National Ecotourism Strategy. USAID assistance also helped
pioneer non-timber forest product collection activities in regions with
predominantly Roma and Pomak populations, where a month-long
collection season contributes to almost a year's annual income. Other
donors, notably the Swiss and UNDP, have sought to replicate the
success and potential of these pilot projects in their own
environmental and rural development programs. USAID has
completely built the institutional capacity of key protected area
management institutions, from facility refurbishment to personnel
training.

Biodiversity Conservation Programming in Bulgaria — A Success

For ten years, USAID Bulgaria has partnered with the Government of
Bulgaria in a series of biodiversity conservation firsts. Because of its
geographical position at the crossroads of Asia and Europe, Bulgaria has
some of Europe’s largest plant and animal diversity and intact ecosystems,
making it among the most biologically diverse, temperate ecosystem in the
world. Bulgaria capitalized on its important natural heritage and produced
Europe’s first National Biological Diversity Conservation Strategy, and the
second in the world. Two years later, protected area policy was supplemented
with Europe’s first biological diversity act, and first medicinal plants act,
all composed to reinforce the nation’s commitment to conservation and a
sustainable development agenda. 1n 2003, USAID will have supported the
development and launching of Eastern Europe’s first conservation trust —
dedicated to the long-term financial sustainability of the protected area
network in Bulgaria.

Throughout the Mission’s operation in Bulgaria, USAID has
complemented its program portfolio with a diverse number of special
and cross-cutting activities. Human capacity development is one of
those activities, which encompasses participant training programs
and support to an American-style university. Beginning in 1991,
USAID supported the establishment and operation of the American
University in Bulgaria (AUBG) as a US-style liberal arts university.
Seeking out the brightest students from Bulgaria and other countries
in the region, AUBG supports the transition to an open-market
economy and democratic society by educating the future leaders of
the region. The University is widely recognized as providing the
best educational opportunities in Bulgaria. Over 40% of its graduates

The Biodiversity
Conservation Legacy

> Enhanced Protection of the
Rila and Central Balkan
National Parks: Two out of
the three Bulgarian national
parks are now managed in
accordance with the
contemporary protected area
management practices.

> Bulgarian Forests Are
Better Protected Against
Wild Fires: There is now
improved coordination of wild
fire protection efforts as well as
new equipment and increased
capacity.
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Funding available
through FY 2006
at 28 million a year

Graduation Date:
after 2007

have sought graduate degrees, mostly in the United States. USAID
has provided substantial financial assistance supporting general
operations, student scholarships, and facility construction.

American University in Bulgaria - a Success

Over 1,200 students from 25 different counties have graduated from AUBG
since 1995. Many of these young professionals have obtained, or are currently
seeking, graduate degrees in the United States and Europe. Nearly 60%
are currently employed in Bulgaria, contributing to the positive trends in
economic growth in the region.

Through the START Participant Training Program, USAID has built
the human capacity of a broad base of Bulgarian leaders and
professionals by exposing them to relevant U.S. and third-country
models that could be replicated in the Bulgarian context. To date,
more than 1,400 Bulgarians, including ministerial level officials,
mayors, Supreme Court justices, and chief advisors to the President
have participated in START. High-level officials from the current
government and several Members of Parliament are among the most
prominent USAID trainees.

C. Graduation Strategy Overview

USAID/Bulgaria defines graduation as the point at which Bulgaria
has achieved a level of development, measured by Mission
graduation targets, after which the country will be able to continue
its path toward democracy and open markets without the need for
USAID assistance. A fundamental assumption of this Mission is
that funding for the strategy, as outlined herein, will be available
through FY 2006, after which programs will start phasing out and
the Mission will close out. USAID/Bulgaria believes that, by that
time, the country will have reached most of its graduation targets.
For that reason, this document builds upon the notion of an overlap
between a well thought-out transition to a graduation strategy and
an efficient and effective exit strategy.

This strategy covers the transition period between now and
graduation when the Mission will seek to consolidate activities,
achieve the highest impact possible, and ensure sustainability of
USAID'’s legacies in Bulgaria. Towards the end of this transition
period, we will articulate post-presence opportunities and ensure
their continuation.
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1. The Goal

The primary goal that drives USAID graduation strategy in Bulgaria
is to make sure that by 2007, the country will be securely grounded
on a sustainable path toward democratic governance at all levels
and successful market economy that will be more integrated in
international markets and will perform more efficiently. By the
time USAID phases out its programs, Bulgaria will be allied to U.S.
and NATO and will be firmly on its own way towards EU accession.
The U.S. will leave a reliable partner in the Balkans and a model of
a democratic and prosperous society in the region. By achieving
this graduation goal, we believe USAID will have made a remarkable
contribution in approaching our vision for Bulgaria in 2007 and
beyond as a country with a more energetic society - with more NGO
advocacy, more jobs, more optimism, economic gains being shared
by more people across the society, and more reliable and stronger
international partnerships.

2. Strategy Guiding Principles

Based on the substantial knowledge of remaining challenges and a
clear understanding of our comparative advantages (see Section B.7),
USAID/Bulgaria believes that the USG can make an important and
unique contribution to help Bulgaria cross the transition finish line
and take its rightful place among the community of European nations
as it achieves graduation. Given the limited timeframe as well as
diminishing resources, paramount to the success of the strategy is
the approach we apply to implement the activities so that working
with the Government and other partners, we achieve the greatest
impact for the country.

() Apply criteria, to compare and contrast across the program
portfolio and to streamline the activity phase-out decision-making
process: The Mission already has faced difficult decisions in phasing
out activities, while important for the country, could not be continued.
This is only the beginning of the process, and in order to proceed in
a consistent manner the Mission has developed a list of criteria to
be applied across the programs, using an Evaluation Matrix
Methodology. USAID/Bulgaria believes that focus should be on
activities, which best comply with the following list of criteria:

v' Meet the mission priorities in support of U.S. national
interests and Mission objectives;

v Promote the accomplishment of U.S. Mission responsibilities;

v Substantial impact - Make a difference in Bulgaria and are
recognized by recipients and others as important to Bulgaria;

Activity Criteria

YVVvVvYVvyVyVvy

U.S. national interests
Mission objectives
Substantial impact
Efficiency
Sustainability
Interagency coordination
Consolidation of reform
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v’ Efficient - Minimum overhead expense with the most direct
impact possible. Achieves specific outcomes and contains
achievable conditions.

v' Sustainable - Will leave behind a positive legacy or is
structurally sustainable after USAID funding ends.

USAID/Bulgaria will also keep an eye on two additional and
complementary criteria as part of its decision-making during
graduation. These are:

v" Interagency Coordination—pays special attention to the
following elements: leveraging of funds, programmatic
linkages, and the EU (but it is not necessary in and of itself);

v Level of consolidation of reform and momentum of action in
existing programs where some additional funds might better
protect U.S. investments or provide increased returns on
those existing investments;

v" Performance—involves consideration of whether staffing is
effective; the timeliness of outputs and results; whether it is
possible to achieve accomplishments in timeframe remaining
(implementable), whether design or redesign effort is
needed);

v" Responsiveness, ownership, leadership of counterparts.

While we are committed to applying a well-thought out and
systematic approach to our development assistance efforts, we
recognize that a wide array of political and other interests will effect
decision-making as this strategy unfolds. We are prepared to deal
with the constantly changing political, economic, and social contexts
in which we work.

(b) Maximize linkages among sectors to increase prospects for
synergy and cooperation: In order to achieve that, the Mission will
work at two levels —within USAID (internally) and within the whole
U.S. Mission. SO teams within USAID/Bulgaria will take advantage
of multiple and diverse opportunities to cooperate. The Economic
Growth and Increased Prosperity team works on issues related to
improving conditions for women and other vulnerable groups that
have an impact at the local level, which is the centerpiece of the
Local Governance team. The Rule of Law team works on a wide
array of issues that improve the enabling environment for a more
transparent and accountable government. This paves the way for
more trust in government at all levels. In addition, anti-corruption
efforts provide for fairer and more predictable actions by both the
public and private sectors. And finally, we want to ensure, among
other things, that participant training opportunities are available
for those working in areas across USAID’s portfolio. These synergies
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create a more tightly integrated program with cooperation occurring
on many fronts that advance the overall program and ultimately
the overall USG interests in Bulgaria.

USAID’s portfolio is integrated and complementary with that of other
agencies to meet the overall interests of the USG Mission. Illustrative
of the collaborative achievement efforts of USAID/Bulgaria is the
rule of law area, which has explicit links with DOJ, the Treasury
Department and the Regional Legal Advisor (RLA) on issues of anti-
corruption, trafficking of persons, and other criminal issues. In the
area of Improved and Transparent Legal and Regulatory
Environment, cooperation with US Treasury and USDA will be
beneficial. Closer linkages with FCS will further promote US
investments in the country, thus contributing to the economic growth
and increase prosperity of Bulgaria.

(c) Focus on legacies as a major vehicle for achieving sustainability:
By “legacies”, USAID/Bulgaria means those things (“victories
declared”) the Mission will have left behind by the time funding
ends. We have characterized “Legacy mechanisms” as those means
by which these legacies will be sustained after USAID funding ends.
These include, but are not limited to, the following: trust funds,
foundations, bi-national commissions, NGOs, alumni associations,
user charges, regional institutions and enabling environments that
will sustain the legacies.

Since this is a graduation strategy, assistance efforts will increasingly
concentrate on building self-sustainable local capacity. While this
is not a new approach for USAID/Bulgaria, it will be important to
further concentrate on it and develop the appropriate legacy
mechanisms, which guarantee the replication and dissemination of
successful U.S. models.

(d) Incorporating values and partnership approach: USAID believes
it prudent to focus greater attention on values in its programs in
Bulgaria. These values serve as the underpinnings for lasting
reforms in democracy, free and open markets, anti-corruption,
human rights, religious freedom, reduction of conflict and prevention
of violence. USAID believes that if it fails to continue and increase
our efforts in these areas, our investments to date to sustain the
fostering of free societies in the region will not achieve their full
potential. Building partnerships with private sector entities, NGOs,
and other donors will be another approach to address the
sustainability issue and preserving U.S. investment in the country.

(e) Conditionalities that demand results: USAID, in close
collaboration with the Embassy, is taking a more systematic
approach to streamline GOB's contribution to USG assistance programs.




40

- USAID/Bulgaria Graduation Strategy 2003-2007

Strategic Objectives

> Enhanced Rule of Law

> Economic Growth and
Increased Peosperity

> Local Governance More
Effective and Accountable

Quite often the pace of the reforms is slow, inconsistent, and thus,
detrimental to the planned change process. While current government
is very cooperative, we believe a better-organized and orderly approach
to defining GOB's responsibilities will substantially boost the reform efforts
and will speed up the achievements of USG programs. Similar to the
conditionalities that IMF and the World Bank develop for their structural
or adjustment agreements with the government, USAID has developed
alist of specific requirements that GOB must meet in order for assistance
efforts to continue in the most efficient way and produce tangible results.
Meeting the conditionalities will require recurrent dialogue with Bulgaria
high-level officials to make sure that our local partners are moving in the
rightdirection. The Missionwill use differentinstruments, including signing
of Memoranda of Understanding, to guarantee the timely contribution of
Bulgarian high level counterparts.

(f) Apply the new Millennium Challenge Account (MCA) partnership
approach to Bulgaria: With its excellent reform achievements thus far,
Bulgariais agood candidate for participation in the new MCA development
assistance program. The Agency already has identified Bulgaria as
eligible for competing for MCA funds in 2006. This timing fits well with
the graduation timeframe and we believe we should seize this unique
opportunity to reward Bulgaria for its successes. Inaddition, the MCA
can be a successful tool for a reasonable transition from assistance to
partnership mode of operation between the two governments.

3. Strategic Choices

Mission strategic choices for the graduation period were based on the
results of the analyses and consultations conducted during the past two
years, as well as on the outcomes of the assistance review in December
2002. Inthe process of decision-making, it was extremely important for
USAID to be able to use the achievemen